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REVIEWS
Writings in Accounting
DR. MARIE E. DUBKE, CPA, Editor
Memphis State University
Memphis, Tennessee

“INCOME SMOOTHING," Ronald M. Cope
land and Discussants, Harry W. Kirchheimer
and Michael Schiff, Empirical Research in
Accounting: Selected Studies. 1968, The In
stitute of Professional Accounting, Chicago,
1969, and “AN EMPIRICAL STUDY OF
CHANGES IN ACCOUNTING POLICY,”
Barry E. Cushing, Journal of Accounting Re
search, Vol. 7, No. 2, Autumn 1969.

The principal testing variable used in the
Copeland study was the control of dividend
payments from subsidiary to parent company.
Mr. Kirchheimer was critical of this choice
since it “has given inadequate recognition to
Opinion 10 of the Accounting Principles Board,
issued in December, 1966, as it pertains to
consolidated financial statements and the
amendment of Accounting Research Bulletin
No. 51.”
After much tabulation and discussion of the
observations, Mr. Copeland concludes that re
sults are not conclusive as to whether manage
ment is manipulating income and, if so, by
what means. The situation may be paraphrased
as “Do they, or don’t they? Only their auditor
knows for sure.” And the auditor is ethically
bound to adequate disclosure. Continuing crit
icism by Mr. Kirchheimer points out that the
Copeland choice of “other variables” violates
the author’s own precepts for secrecy because
the chosen variables of asset write-offs or
changes in pension funding would inevitably
lead to footnote disclosure as would any change
of sufficient materiality.
Obviously, pure accounting policy changes
provide few opportunities for discrete revision
of net income. This is not to say that manage
ment is without means for redeployment, but
these are very hard to verify when an analyst
is limited to financial reports only. Says dis
cussant Michael Schiff: “Sorting out pure
accounting smoothing devices is extremely
difficult and perhaps impossible when account
ing and nonaccounting kinds of smoothing de
vices are employed and not identified in annual
reports.”
The second article, by Barry E. Cushing,
refers to Copeland’s empirical study and also
to an earlier assessment of income smoothing
by Gordon, Horwitz, and Meyers. The starting
point of the Cushing study is Gordon’s hy
pothesis that the goal of corporate managers is
to smooth income and to smooth the rate of
growth of income. The sampling population is
taken from the annual listing by Accounting
Trends and Techniques of consistency qualifi
cations in the auditors’ reports of 600 com
panies surveyed. Six categories of earnings per

These two related articles appear somewhat
like sprung traps from which the quarry has
escaped. The intent of each study was to de
tect smoothing of net income by corporate
management for report purposes. Neither was
entirely successful. The critical comment on
the Copeland article expresses no surprise; Mr.
Kirchheimer, in particular, saying “Accounting
measures historical operations and does not
measure management performance.”
Income smoothing by manipulation, while
not necessarily illegal, does have a bad taste
by association with the current notoriety in
volving pooling of interest accounting. Mr.
Copeland writes of income smoothing, “a
smoothing device should not force management
to disclose the fact of its manipulation and ob
viously must not cause the auditor to qualify
his opinion. Disclosure may obviate the bene
fits of manipulation.”
His article purports to identify the attributes
of accounting variables that have a capacity
for smoothing, to evaluate earlier studies, and
to test hypotheses that may lead to further
research on income smoothing. Most of his
work is devoted to the last concept.
Testing revolves around classification of
firms as smoothers or nonsmoothers based on
use of one particular variable, or another vari
able, or a combination of variable accounting
techniques. Random sampling methods are ap
plied (but not properly, according to the dis
cussants) and observed frequencies are tested
by the chi-square statistic against the hypothe
sis that one variable is more likely to be
used than another for income smoothing. The
second and third hypotheses test one variable
against a group of variables and test the effect
of the time series length on the validity of test
results.
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share are developed to reflect trend changes
by reason of management manipulation. These
are further classified by greater materiality and
lesser materiality, and the difference in propor
tions of smoothing and nonsmoothing effects
was found to be significant at 0.001 between
the two groups when tested by the chi-square
statistic.
Mr. Cushing interprets his findings as not
necessarily supporting the Gordon hypothesis.
He concludes with candor: “The evidence
presented here offers little insight into the
motives that may have led managements to
make a change in accounting policy, but the
results of the study do support the notion that
managements choose the period in which to
implement a change so as to report favorable
effects on current earnings per share.”
Corporate managers are a sophisticated
species. While themselves great practitioners of
the art of figures, it would appear that their
motives are much too elusive to be captured
by quantitative analysis. This is small comfort
to accountants whose collective image seems
less than professional while they grasp for
unanimity in deciding what is really net income.

can perform them. He concludes that the
electronic system largely affects the procedural
aspects of the audit examination. There can
be a more selective and penetrating audit of
activities and procedures on a large volume of
records by using test data to evaluate the data
processing system and by using computer audit
programs to analyze the information generated
by the system.
Mr. Porter points. out the auditor cannot
assume that, if the input to the machine sys
tem is adequately reviewed and controlled
and the output can be checked back to source
documents, he can then be unconcerned with
what went on within the machine itself. Mr.
Porter believes that the auditor must resist the
temptation of auditing “around the computer”
and must use the “through the computer” ap
proach. The most effective method of evaluat
ing controls in EDP systems combines conven
tional auditing procedures with procedures and
tests that utilize the power of the computer
to focus upon programmed controls and ex
ception reporting.
In addition, the computer affords the auditor
great potential in performing auditing tasks
to determine the quality of information gen
erated by the processing system. If the com
puter audit program is well designed, the
auditor can practice auditing by exception. He
can review large masses of data and select for
visual examination and subsequent analysis
only those accounts and those items in which
he is especially interested.
The author concludes that the use of the
computer in evaluating the quality of the data
processing system and in determining the
quality of information generated by the sys
tem appears to provide the auditor with the
opportunity to perform a more selective and
penetrating audit of activities and procedures
involving a large volume of transactions. He
cautions the auditor that although EDP has
resulted in a changed audit environment, the
auditor is still the one who must determine
what test data are needed and what informa
tion is to be obtained.
The book effectively examines the auditing
process and demonstrates how EDP equip
ment provides the auditor with a powerful
tool for increasing both the effectiveness of
his auditing procedures and services to his
clients.
Dr. Patricia L. Duckworth, GPA
Metropolitan State College

Constance T. Barcelona
Camargo Club

“AUDITING ELECTRONIC SYSTEMS,” W.
Thomas Porter, Jr., Wadsworth Publishing
Company, Inc., Belmont, California, 1968.
(Paperback) $2.95.
This paperback was written for the ex
ternal auditor who wishes to understand
auditing electronic data systems. The author
points out that EDP can be a powerful tool to
increase the effectiveness of auditing proce
dures and render increased services to clients;
however, the auditor needs to be aware that
the computer significantly affects auditing
techniques.
Although the objectives of internal control
are unaffected by EDP, the elements used to
achieve these control objectives are affected.
The auditor must have knowledge of these
controls and their interrelationship if he is to
evaluate adequately the system of internal
control. EDP has eliminated the familiar audit
trail and shifted processing control from in
dividuals to controls embodied in the program.
After examining the types of controls in
EDP systems, the author analyzes the auditing
tasks and the extent to which EDP equipment
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“TWILIGHT OF THE ACCOUNTANTS”
Howard I. Ross, The Journal of Accountancy,
Vol. 129, No. 6, June 1970.
This is a thoughtful article reprinted from
the Canadian Chartered Accountant asking us
to consider three obvious questions concerning
the redefinition of the profession “accounting.”
“1. Which disciplines should be included
and which excluded?
“2. How can standards of competence be
guaranteed in these fields?
“3. How do we integrate experts with differ
ent backgrounds into the profession?”
He concludes that accounting will not re
main what it has been and that we all ought
to be concerned about the direction we are
going. He encourages us to make long-range
plans, but also to watch current developments
and give serious attention to the reorganization
which appears to be on the horizon.
“This might not then be a twilight, it might
be a dawning.”
M.E.D.

“THE DECLINE AND FALL OF CRATCHIT . . .,” Robert L. Posnek, The Journal of
Accountancy, Vol. 129, No. 5, May 1970.
This article should be required reading for
every accounting student and is delightful en
tertainment for anyone who is or has been in
public accounting. Mr. Posnek was an English
major and his talent in communication is evi
dent in his finished article.
He describes his first six years in public
accounting, his changing concept of the ac
countant, and the profession’s problems. Fortu
nately the partner with whom he first worked
was both a skilled teacher and the accountant
we would all aspire to be.
This article ought not only entertain you,
but inspire you to reach for higher goals, to
reflect on the image you present to younger
accountants, and to convince you that among
the younger generation there is indeed some
fine raw material. Don’t miss it!

TRENDS IN ACCOUNTING EDUCATION
(Continued from page 10)

The new breed of accounting instructors
will nearly all possess a doctoral degree and it
will no longer be unusual if they also possess
degrees in related disciplines. Most of the
present accounting educators, if they want to
retain their usefulness, will have to undergo
a painful, time- and energy-consuming re
juvenation process. The same, of course, applies
to the present members of the profession.
Altogether it will be a fascinating period
to watch and the writer looks eagerly forward
to witnessing the advance of the discipline of
accountancy to new glorious heights.

M.E.D.

mathematics, and the conceptual approach in
every phase of instruction will dominate.
The business applications of the mathe
matical techniques will be more and more in
tegrated with the course content of functional
subject areas, such as planning, cost account
ing, controllership, etc. The students will be
using the computer in solving some of their
homework problems with an everyday casual
ness.
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A lot of today’s frustration is caused by a surplus of simple answers, coupled
with a tremendous shortage of simple problems.

Readers Digest, August 1969.
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